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Fund Stand-By Agreement with France 


The Government of France has made a stand-by ar- 
rangement which permits it to purchase, with French 
francs, up to $262.5 million in foreign currencies from 
the International Monetary Fund during the next 12 
months. This amount is equal to 50 per cent of France's 


quota in the Fund. 


Europe 
EPU Settlements for September 1956 


The settlement operations of the European Payments 
Union for September 1956 covered a total of net sur- 


pluses or deficits of 126.4 million units of account (1 unit 


of account=USS$1). slightly less than the 130.4 million 


units of account reported for August. The net surpluses 
or deficits for July, August,and September 1956 are 
shown in the accompanying table, which presents creditor 
countries in descending order, and debtor countries i 
ascending order, of their respective cumulative creditor o1 


debtor positions vis-a-vis EPU. 


Net Surpluses ( ) or Deficits (—) in EPU 


(Jn millions of units of account) 


July Aug. 
1956 1956 
Creditor Countries 
+ 106.6 
25.8 
Netherlands 19.0 
Switzerland ‘ 
Austria 


Sweden 


Germany, Fed. Rep. 


Belgium-Luxembourg 


Debtor Countries 
Iceland ‘ i 0.4 
Portugal 5. 6 =f. 
Turkey 2. ! —4.5 


Norway of 3: +-6.8 


Denmark 2. 9.3 —0.2 


Italy 3. + 10.! 
France 8. -79.§ 


United Kingdom —33.3 


Greece (quota blocked) 2.§ 2. 0.9 


As in previous months, the Federal Republic of Ger- 
many was the main creditor, with a surplus of 91.9 mil- 
lion units. France continued to have the largest monthly 
deficit (79.9 million units); the second largest was the 
U.K. deficit, which, however. was smaller than that in 
either of the two previous months. For the first time in 


many months, the BLEU had a deficit in September. 


The French Government purchased a total of $125 
million from the Fund from May to October 1917. These 
purchases have since been reversed with payments of 
gold and dollars to the Fund. 

Source: Monetary Fund, Press Release. 


Washington. D.C.. October 18. 1956. 


International 


France. to cover its deficit. paid $43 million in gold and 
received credit for the remainder; the normal settlement 
rules would have entitled it to settle no more than one 
fourth of its deficit (i.e.. 20 million units) in credit, but 
it elected in addition to receive credit for $16.9 million 
of earlier voluntary gold payments to the EPU. Portugal, 
Greece. and Turkey 


gold. 


source: Veue 


again covered their deficits fully in 


Ziircher Zeitung, Ziirich, 


October 19, 1956. 


Switzerland. 


OEEC Report on the United Kingdom 


In a report on the United Kingdom, the OEEC finds 
that, although there has been some improvement in the 
balance of payments. the margin of safety is still insufh- 
cient to prevent inevitable short-term fluctuations from 
leading to speculation about the underlying strength of 
sterling: a much larger current surplus than the recent 
average is needed to provide for oversea investment, debt 
repayment, and some rebuilding of gold and dollar re- 
serves. The most urgent need is to achieve stability in 
wages and prices. The report states that the disinflation- 
ary process is unlikely to be so pronounced as to affect 
significantly the bargaining power of the trade unions, 
which must therefore be exercised in a responsible man- 
ner. Voluntary price freezing will be useful only if it 
coincides with a period of greater stability of wages. 

Monetary restraint has not only proved inadequate as 
a weapon against inflation, but. because it discourages 
long-term borrowing in London as well as fixed invest- 
ment by smaller firms, it actually has some disadvantages. 
It would therefore appear to be necessary to retain and 
extend some of the fiscal and administrative measures 
introduced last February, and in particular to remove 
distortions in the demand pattern, e.g., by an early 
revision of rent restrictions. 

The report concludes by saying that greater foreign 
competition can provide the most direct stimulus to 


greater flexibility in the economy. During its recent difh- 
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culties. the United Kingdom has not resorted to restric- 
tions on international trade and payments: to maintain 
its position in world trade it must continue along the 
path of more liberal trading practices. Such steps as have 
been taken, such as abolishing quotas with other OEEC 
countries to the extent of 94 per cent, or making sterling 
transferable within the non-dollar area. are important 


means of combating 


internal price inflation, as well as 
providing a basis for the necessary expansion of the 
[ nited Kingdom's own exports. 


Source: The Times, London. England, October 12, 1956. 


U.K. Capital Expenditure 


Provisional figures of capital expenditure in the United 
Kingdom, published by the Board of Trade. show that 
expenditure by manufacturing industry during the second 
quarter was 26 per cent higher than in the corresponding 
quarter last year: between the first quarter of 1955 and 
the first quarter of this year. there was an increase of 27 
per cent. In shipbuilding, no increase was reported for 
the second quarter, compared with a 12 per cent increase 
in the first quarter; and for other industries, the increase 
in the second quarter was 5 per cent, against 44 per cent 
in the first quarter. The figures are being sustained pri 
marily by industrial building work. which increased by 
16 per cent between the first half of 1955 and the first 
half of 1956: 


the increase between the two half-years was only 12 per 


for plant and machinery and for vehicles, 


cent. 


The Times, London, England. October 6, 1956. 


Source: 


Netherlands Balance of Payments 


The Netherlands balance of payments on goods and 
services account showed a deficit of f. 168 million (cash 
basis) for the first half of 1956, compared with a surplus 
of f. 84 million during the same period of 1955. The 
deterioration of f. 252 million was due to an increase of 
f. 189 million in the trade deficit and to a reduction of 


f. 63 million in the surplus on service account. 


Capital movements showed a deficit of f. 257 million. 


ompared with f. 272 million in the first half of 1955. 


( 
I 


3ut this year the deficit was largely in the private sector. 
whereas in the earlier period it had resulted mainly from 
an accelerated redemption of the public debt, which was 
halted in 1956, Short-term credits to foreigners, partly 
for the purpose of financing trade between third coun- 
tries, increased from f. 96 million to f. 208 million, while 
foreign purchases of Netherlands securities (mainly for 
U.S. dollars) were substantially less than in the first half 
of last year (f. 66 million, compared with f. 238 million 
in the first six months of 1955). As issues of foreign 
securities were barred from the Netherlands capital mar- 
ket, and sales of foreign securities by residents increased, 


private transactions in foreign securities showed a surplus 
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of f. 78 million, in contrast to a deficit of f. 105 million 
in the same period last year. 

The total decrease in gold and foreign exchange hold- 
ings in the first half of 1956, at f. 425 million. was con- 
siderably greater than the decrease of f. 188 million in 
the corresponding period of 1955. The holdings of the 
Netherlands Bank decreased by f. 357 million. and those 
of the private banks by f. 68 million. Notwithstanding 
the large deficit in convertible currencies on goods and 
services account, the Netherlands Bank’s gold and con- 
vertible exchange holdings (f. 3,756 million or the equiva- 
lent of US$988 million as of June 30, 1956) remained 
virtually unchanged. This was achieved through settle- 
ment of inconvertible currency claims in gold and con- 
vertible currencies to a total of f. 404 million. The 
largest component of these multilateral settlements (f. 169 
million) remained the gold and dollar payments received 
from the EPU. In the first half of 1956, however, the 
multilateral receipts of convertible currencies were par- 
ticularly large owing to the high rate of the U.S. dollar in 
the Netherlands exchange market relative to, on the one 
hand, the sterling rate in that market and. on the other 
hand, the sterling-dollar rate in foreign markets. This 
particular rate constellation, which has since been changed 
by a reduction in the sterling-dollar rate abroad, made it 
attractive for nonresidents ts buy inconvertible currencies 
for dollars in the Netherlands exchange market. These 
transactions, therefore, constituted a source of convertible 
currency which it will not be possible to count on in 


the future. 


Source: Nota Inzake de Betalingsbalans over het Eerste 
Halfjaar 1956 (Government Memorandum on 
the Balance of Payments, First Half of 1956), 
The Hague, Netherlands, October 10, 1956. 


Denmark's Monetary and Fiscal Policy 


The Governor of the National Bank of Denmark, in a 
recent speec h, recalled how the restrictive fiscal policy of 
1950-51 had been relaxed in early 1952, thus making it 
impossible to ease the task of monetary policy and 
thereby derive full benefits from the fiscal burdens of 
1950-51. In the current situation, he believes that the 
restrictive fiscal policy should not be relaxed too early, 
but, unfortunately, this appears to be happening. In 
1953-54 and 1954-55, the government current and invest- 
ment budget had shown a surplus of DKr 300 million. 
In 1955-56, this surplus was doubled, thus dampening 
domestic consumption; and from the summer of 1955 
until the spring of 1956, there was a considerable foreign 
exchange surplus. For the current fiscal year, however, 
the budget surplus will probably not exceed DKr 250 
million. The Governor stressed that the present economic 
situation does not permit a reduction of DKr 350 million 
in the budget surplus. Although it is estimated that, when 
the general pension scheme comes into full operation, 
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government expenditures will increase by about DKr 200 
million a year, the Government has deemed it sufficient 
for the time being to effect economies totaling only about 
DKr 100 million. This means that, unless expenditures 
are reduced by another DKr 100 million, the budget 
surplus will be decreased still further. The Governor 
stated that the restrictive fiscal policy has to be continued. 
and that the National Bank considers it necessary to 
maintain a tight money market and high interest rates. 
“We must comfort ourselves with the thought that dear 
money is better than bad money.” the Governor stated. 
“but when it becomes possible to ease the restrictive 
monetary and fiscal policies. the relaxation of monetary 
policy should precede that of fiscal policy.” In that way, 
with lower interest rates and greater scope for borrowing, 
business enterprises will be able to undertake the capital 
expenditures that are the precondition for a rise in pro 
duction, employment, and the standard of living. 

The Governor outlined the objectives of economi 
policy as rising production, a high and stable level of 
employment, price stability. and a sufficient foreign ex- 
change reserve. He pointed out that. during the last five 
or six years of more or less world-wide boom conditions, 
Denmark has not succeeded in creating a foreign exchange 
reserve. If there were a general reversal of the economir 
trend, Denmark might find it difficult to sell its goods 
abroad, and the situation would then become serious. 
The Governor stated that he feared that those who today 
call loudly for increases in wages, profits, and consump 
tion will one day have to admit that the best friends of 
high and stable employment were those who have been 
most worried by the constant rise in prices and costs. 
The Governor concluded that a “civil truce” is needed, 
but that it would not be enough. In order that the results 


achieved by the restrictive policy measures taken in 
1954-55 shall not be nullified, the present strict economic 
policy must be maintained. 


Source: Borsen, Copenhagen, Denmark, October 7, 1956. 


Economic Situation in Finland 


The Division of Economic Affairs in the Ministry of 
Finance in Finland states in its recent quarterly report 
that prices of Finnish paper and cellulose appear to have 
reached their peak. For other exports, such as sawn wood 
and veneer, prices have declined by 10 to 25 per cent 
from last year’s averages. Also, the volume of these other 
exports has been substantially lower than last year. In 
spite of the general strike in the spring, the volume of 
paper exported in the first eight months of this year was 
about 10 per cent higher than in the eight-month period 
last year, while that of woodpulp was 5 per cent lower. 
The softening of the market for sawn wood is expected 
to have an unfavorable effect on timber felling and em- 
ployment this winter. At the recent timber auctions, 


prices were about 17-20 per cent lower than last year, 
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Production in the manufacturing industries in recent 
months has made up for losses resulting from the strike; 
in the first eight months of the year, production was 
about 3 per cent higher than in the corresponding period 


in 1955. 


The price and wage increases last spring led to a 12 
per cent increase in the cost of living index for the first 
nine months. The current negotiations for solving the 
price-wage spiral have not yet brought any results. It 
has become clear that stabilization can be achieved only 
with a cost of living index several points higher than. it 
s at present. The reform of government finances will 


necessitate abolition of most of the present food subsidies. 
The rents of old houses should be raised to bring them 
in line with actual housing costs. Furthermore. condi- 
tions will have to be established for liberalizing imports 
if Finland is to maintain satisfactory commercial rela- 


tfons with foreign countries. 


Source: Hufvudstadsbladet, Helsinki, Finland. Octo- 


ber 10, 1956 


West German Liberalized Capital Mark 


Owing to the scarcity of the liberalized capital mark 
Libkamark), which nonresidents need if they wish to 
nvest in West Germany. the rate quoted for this mark 
August 
cent above the official dollar-DM parity. 
Apart from the high return on investment in the Federal 


n international foreign exchange markets in 


reached 4 pet 


Republic and the prospect of easy transfer of income and 
capital afforded by the country’s voluminous foreign 
exchange reserves, the immediate cause of the scarcity 
has been certain new issues on the capital market of 
Bank 
deutscher Lander estimated the total balances in Libka- 
mark accounts in July at DM 434 million. Despite the 


replenishment of these funds by the sale of foreign assets 


particular interest to investors abroad. The 


in West Germany, the supply in the market is by no 
means adequate to satisfy the growing demand. The 
relatively restricted supply gives the Bank an effective 
means of controlling the influx of foreign exchange for 
investment. This procedure fits in well with the central 
bank’s over-all policy, since in all probability the abolli- 
tion of the Libkamark system would have undesirable 
consequences on West Germany's economic policy as a 
whole. The immediate objective is to avoid piling up 
new long-term debt to foreign countries. This desire is 
prompted no doubt by unpleasant memories of the trans- 
fer chaos which ensued in the 1920’s owing to the exces- 
sive accumulation of foreign debt, most of which con- 
sisted of speculative money invested in Germany. The 
present high level of interest rates in Germany would 
attract considerable foreign capital, which would prob- 
ably reduce the ra‘es but would also touch off price 


increases, particularly for capital goods. Moreover, the 
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limitation of the supply of capital marks prevents an 
increase in the balance of payments surpluses, which at 
If the 


Bank deutscher Lander desires to defend the country’s 


the present juncture would be verv unwelcome. 


position as an oasis of relatively low prices. but at the 
same time relatively high interest rates, it must prevent 
the influx of capital from abroad, and this means that it 
must retain the liberalized capital mark system. 

[he present scarcity of the Libkamark is all the more 
remarkable in that its predecessor, the blocked mark. 


was offered only a few years ago at a discount of 40 per 


cent in relation to the official parity. For nearly a quarter 


of a century, the blocked mark served to prevent the 
withdrawal of foreign capital from Germany, at a time 
when the balance of payments would not have been 
equal to the resultant strains. To begin with, restrictions 
were also placed on the utilization of the liberalized capital 
mark, with the result that, to a lesser degree. it served the 
same objects as the blocked mark. Before long, however, 
the Libkamark became a means of preventing excessive 
foreign investment in the Federal Republic. For some 
months, it has been a valuable tool in the shaping of 
economic policy. 
Zurcher 
October 7, 1956. 


Source: Neue Zeitung, Zurich, Switzerland, 


West German Construction Financing 


In order to facilitate adequate financing of social 
housing. the German Federal Government has drawn up 
a new program under which an additional DM 800 mil- 
lion is to be raised before the end of this year. One of 
the new incentives is to make savings in securities more 
attractive: up to 10 per cent of income is to be made tax 
free for all German nationals prepared to invest a total 
of up to 20 per cent of their income in mortgages and 
bonds of certain types, and to have these investments 
blocked for three years. 
Source: Handelsblatt, 

ber 21, 1956. 


Middle East 


Dusseldorf, Germany, Septem- 


Cotton in Egypt 


During the 1955-56 cotton season ended August 31, 
Egypt exported 6,509,000 kantars which were valued at 
LE 113,727,000, an average of LE 17.471 per kantar 
(1 kantar 
ports amounted to 5,500,000 kantars with a total value 
of LE 100,676,000, an average of LE 18.305. The chief 


importers during 1955-56 were Czechoslovakia (17.6 per 


99.05 pounds). In the previous season, ex- 


cent of total exports), India (11.5 per cent), France (10.5 

per cent), Japan (8 per cent), and Italy (7 per cent). 

Domestic consumption during the season was 1,940,000 
I L 


kantars, against 1,785,000 kantars in the previous season, 


The first official estimate of the 1956-57 season puts 
the crop at 7,383,000 kantars, which is 1.371.000 kantars 
less than the corresponding estimate for last year’s crop. 
The decline is due to a decrease in acreage from 1.816.000 
feddans in 1955 to 1.653.000 feddans in 1956 (1 feddan 
1.038 acres). 

Sources: Al Ahram, Cairo, Egypt, September 
October 2, 1956. 


30 and 


Oil Production in Saudi Arabia 


Crude oil production in Saudi Arabia in September 
amounted to 31.4 million barrels, bringing total produc- 
tion during the first nine months of 1956 to 285.2 million 
barrels. The figures for corresponding periods in 1955 


»0 


were 28.8 million barrels and 258.1 million barrels. 
respectively. Crude oil processed at Aramco’s Ras Tanura 
refinery in the first nine months of 1956 amounted to 56.7 
million barrels, compared with 53.1 million barrels in 


the like period of 1955. 


Source: Arabian American Oil Company, Press Release, 


New York, N.Y.. October 22. 1956. 


Wages and Prices in Israel 


Recent price and wage developments are reported to 
have given rise to serious concern in Israel. In the first 
five months of 1956, the cost of living index rose by 4.2 
per cent, from 239 to 249 (September 1951100), main- 
ly as a result of higher prices for vegetables, the supply 
of which was adversely affected by weather conditions, 
and of new government and municipal taxes. The cost 
of living allowance system. which since the early forties 
has regulated the earnings of the majority of gainfully 
employed persons in Israel, provides for an automatic 
wage increase whenever the index rises by three points 
or more within a period of three months. This system 
provided for extensions of the contract at three-month 
intervals by agreement between the Labor Federation 
and the Manufacturers’ Association. After agreeing to 
basic wage increases ranging between 5 per cent and 
15 per cent. however, the Manufacturers’ Association in 
June 1956 refused to review the cost of living allowance 
agreement. Subsequently a contract was signed providing 
for increases varying from I£8 to 1£12.500 per month, 
conditional upon the initiation within 30 days of negotia- 
tions to review the agreement. A general review of wage 
policy is being undertaken by the Government. 

Source: Bank Leumi le-Israel. Review of Economic Con- 
ditions in Israel, Tel-Aviv, Israel, September 
1956. 


Import Quotas in Iran 


Of the 143 commodities for which import quotas had 
been established by Iran for the fiscal year 1956-57, 120 
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ns 


items have been imported to the full extent of the quota. 
The Ministry of National Economy has now decided to 
allow imports freely in excess of the original quota limits. 
This policy is in contrast to that followed in 1955-56, 
when quota limits. once reached, were adhered to. The 
liberalization is due to lran’s favorable exchange posi- 
tion, and it is expected that the liberal policy will be 
followed during the remainder of the fiscal year. The 
same liberalization applies to quota limits set for imports 
from countries with which Iran has bilateral trade and 
payments agreements. 


Source: Keyhan, Tehran, Iran, October 9, 1956. 


Far East 


Indian Food Import Policy 


India’s Food Minister has stated that the Government 
expects to import 5.5 million tons of wheat and 3-3.5 
million tons of rice during the Second Five Year Plan 
period ending March 31, 1961. The Plan as published 
earlier this year had estimated total imports of only 
6 million tons of food grains, costing Rs 2.4 billion 
(US$504 million) over the Plan period. India has already 
contracted to import 2 million tons of rice from Burma 
over a period of five years. and 200,000 tons from the 
United States this year. There is an understanding. how 
ever, that India may import more from the United States 
if it desires, the Minister said. There is also an ad hos 
agreement to import 60,000 tons of rice from Mainland 
China, and contracts have been signed for the importation 
of substantial amounts of wheat from Australia and the 
United States. 

Food grains imported on government account will be 
available for sale to Indian consumers through a network 
of fair-price shops (see this News Survey, Vol. 1X, p. 69). 
The authorities intend to build up buffer stocks of 1 mil- 
iion tons each of rice and wheat, and they hope that a 
substantial portion of these stocks will have been accumu- 
lated before the end of 1957. 

(Overseas Edition), Calcutta, 
India, October 13, 1956, 


Source: The Statesman 


Transfers of Profits and Capital Invested in Laos 


Pending the adoption of definitive regulations, the 
Laos Foreign Trade Administration has published tem- 
porary regulations governing the transfer of profits of 
foreign firms operating in Laos, effective October 1, 1956. 
The regulations define foreign capital as funds in foreign 
currencies surrendered to the Laos Exchange Control 
Office, or capital in kind, such as building materials, 
equipment goods, and miscellaneous equipment imported 
with a special authorization without allocation of foreign 
exchange. 


Firms operating with foreign capital are classified in 


three categories. Those of the first category—including 
industrial, mining and agricultural firms, building enter- 
prises, factories producing building material, furniture, 
and machinery spare parts, printing concerns, and medi- 
cal and private educational institutions—may transfer 70 
per cent of their net profits. Firms of the second category 


transportation, distributors of petroleum products, 
motor repair shops, lumber enterprises dealing in teak- 
wood—may transfer 60 per cent of their net profits. 
hotels, banks and credit 


institutions, export-import firms, trade enterprises in gen- 


Firms of the third category 


eral, soft and hard drink factories—may transfer 50 pet 
cent of their net profits. 


In no case will the annual transfer of profits be per- 
mitted to exceed 10 per cent of the capital invested dur- 
ing the first five years of operation of the enterprise, and 
8 per cent during the following years. The annual amount 
of repatriated funds is not to exceed 5 million kips pet 
firm. 


Source: L’Information du Viet-Nam Economique et 


Financiére, Saigon. Viet-Nam. October 4. 1956. 


Japanese Cotton Supply Situation 


Japanese imports of raw cotton during the first ten 
months of the current cotton year (August 1955-May 
1956) totaled 1.927.000 bales (500 pounds gross), an 
increase of 1] per cent over the corresponding period 
of the previous year. There were substantial increases 
in imports from India (from 67,000 bales in August 
1954-May 1955 to 243.000 bales in the current vear). 
Pakistan (from 150.000 to 225,000), El Salvador (from 
10,000 to 65,000), Nicaragua (from 13,000 to 45,000), 
Uganda (from 6.000 to 26.000). and Syria (from 2.000 
to 26,000). Imports from the United States, however, 
declined from 613,000 bales to 549,000, and those from 


Brazil decreased from 219.000 bales to 144.000. 


Cotton consumption in Japan during August 1955- 
May 1956 was 1.886.000 bales, about 5 per cent higher 
than a year earlier. Consumption has been increasing 
markedly since April 1956, when restrictions on the pro- 
duction of yarn were relaxed. Raw cotton stocks in 
Japan at the end of May 1956 are estimated at 466,000 


bales, compared with 425,000 bales on August 1, 1955. 


In the six months, January-June 1956, Japanese pro- 
duction of pure cotton yarn was 471 million pounds, 
about 9 per cent higher than in the first half of 1955. 
Production of cotton fabrics increased by 10 per cent, 
to 1,425 million square yards, and exports increased by 


25 per cent, to 623 million square yards. 


Source: Department of Agriculture, Foreign Crops and 


Markets, Washington, D.C., September 17, 1956. 





United States and Canada 


U.S. Foreign Aid 


foreigi countries increased 

vear 1956. to $5.1 billion, 

the downward trend from the postwar peak in 
through 1955. The rise in total aid was due 

1 20 per cent increase in military aid, to more 
lion. The decline in economic aid (about 10 
was limited by a sharp increase in disburse 


ments of toreign currencies acquired under the U.S 


farm surplus disposal program. These disbursements, in 


the form of nonmilitars grants and long-term credits. 


ose from $83 million in fiscal 1955 to $375 million in 
fiscal 1956 

The largest percentage increases in military aid were 
o the Near East 
per cent) and to the Far East (about 25 per cent). Mili- 


in assistance an increase of about 331% 
tary aid to Europe rose by only about 15 per cent, but 
that area still accounted for some 60 per cent of military 
transfers during the year. There was a marked change 
in nonmilitary assistance in 1956, such aid to Europe 
being reduced by one half, while the Far East share rose 
from one third to over one half. 

Source: Department of Commerce, Press Release, Wash- 

ington, D.C., October 22, 1956. 


Longer-Term Bank Credit in the United States 


Since the 1920's, U.S. commercial bank credit to busi- 
ness has tended to shift from short-term, self-liquidating 
loans to longer-term loans for fixed assets. New informa- 
tion on the continuous indebtedness of business borrowers 
is provided by a special survey of member banks in the 
Fourth Federal Reserve District (centered around Cleve- 
land) in October 1955. This shows that, while two thirds 
of the amount of outstanding promissory notes on com- 
mercial and industrial loans were less than one year old, 
half of the entire amount were to borrowers who had 
been continually in debt to these banks for two years or 
longer; notes with an original maturity of five years or 
more comprised only 6 per cent of the total, but 25 per 
cent of the total volume had been actually outstanding for 
five years or more. The explanation of these contrasts is 
that notes were formally made out for short periods and 
then often renewed. The indication is that bank credit 
to business is used for fixed capital purposes, such as 
plant and equipment, more than had been generally 
believed. In this connection, it is significant that the 
proportion of total business loans that had been con- 
tinually outstanding for more than a year was highest 
(72-83 per cent) in transportation, public utilities, manu- 
facturing, and mining, where capital expenditures were 
heaviest. Such indebtedness was smallest (16 per cent) 


for commodity dealers and finance companies, whose 
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capital expenditures are traditionally small and where a 
marked seasonal pattern is conducive to a periodic dis- 
charge of indebtedness. The survey shows that the largest 
corporations, where capital expenditures are heavy. also 
included the most continuous borrowers. On the other 
hand, unincorporated business firms, which do not have 
access to capital through the security markets, tended to 
be in debt more continually than corporations. 

Along with frequent loan renewals. the original ma- 
turity of business loans was evidently longer than former- 
ly: in 1955, 43 per cent of the business loans at these 
banks had an original maturity exceeding one year, com- 
pared with 26 per cent in 1939. A major factor in this 
trend was an agreement made in 1939 among the three 
federal bank supervisory agencies, under which banks 
were to be encouraged to place emphasis upon “sound- 


ness and intrinsic value rather than upon liquidity or 


Under 


measured by the borrowers’ ability to meet installment 


quick maturity.” this principle. soundness is 
payments out of anticipated income. While such a prin 
ciple has permitted the banking system to contribute 
importantly to meeting vital credit needs of the business 


Banks must 


be able to meet unforeseen adverse dev lopments by 


community, certain safeguards are needed. 


building up their capital funds in keeping with the greater 
They 


must also maintain adequate secondary reserves, so that 


credit risks involved in current loan practices. 


geographic shifts in deposit patterns can be met by 
shifting liquid assets among banks or, in time of general 
crisis, to the central banking system. Owing to the way 
in which World War II was financed, the banking system 
acquired large amounts of government securities which 
met the need for secondary reserves. Since 1945, however, 
banks have sharply reduced their government security 
holdings in order to finance the business boom. A 
reappraisal is now needed of the amount of secondary 
reserves that is appropriate for sound bank management. 
Source: Federal Reserve Bank of Cleveland, Monthly 
Business Review, Cleveland, Ohio, September 
1956. 


U.S. Production and Employment 


The Federal Reserve Board reports that, despite the 
decline in automobile production resulting from model 
changeover, the index of U.S. industrial production in- 
creased in September to 144 per cent of the 1947-49 
average, up two points from August. Most of the rise 
was attributable to further expansion in steel production 
and iron ore mining; the index for all durable goods 
industries showed a four-point gain from the August 
level. Activity in the nondurable goods industries in- 


creased slightly, mostly because of increases in the 
rubber products and textile industries. 
The total labor force contracted seasonally between 


August and September, falling by 800,000, to an esti- 
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mated 70.9 million. Employment also declined season- 
700,000, to an estimated 66.1 
million. Unemployment fell by 200,000, to 2.0 million 


ally in September, by 


or 2.9 per cent of the labor force, compared with 3.2 per 
cent in September 1955. All of the seasonal decrease in 
employment occurred in the nonfarm sector. 

For the third quarter of 1956 the gross national prod- 
uct appears to have been about $413 billion, an increase 
of $4.7 billion from the second quarter. According to 
the preliminary estimates published by the President’s 
Council of Economic Advisers, about two thirds of the 
increase was absorbed by larger consumer expenditures, 
with most of the remainder going into rising government 
expenditures for national security. The actual rise in 
physical amounts was less than these figures indicate, 
since prices increased somewhat during the period. 


Sources: 


Department of Commerce, Monthly Report on 
the Labor Force, September 1956, and Board 
of Governors of the Federal Reserve System. 
National Summary of Business Conditions, Oc- 
tober 16, 1956, Washington. D.C.: The Journal 
of Commerce, New York, N.Y., October 22. 
1956. 


Increase in Canadian Bank Rate 


The Bank of Canada raised its bank rate (discount 
rate) on October 17 from 314 per cent to 3!% per cent. 
The increase is described in the press as “not unexpected” 
since Treasury bills had previously sold above the 3.25 
On October 18, the Treasury bill rate 
reached 3.34 per cent. The previous increase in the bank 


per cent rate. 


rate, from 3 per cent to 314 per cent, was on August 9 

(see this News Survey, Vol. IX, p. 54). 

Source: The Globe and Mail, 
ber 20, 1956. 


Toronto, Canada, Octo- 


Canadian Attitude to U.S. Capital 


In a recent speech, the Canadian Minister for Trade 
and Commerce, discussing problems connected with U.S. 
investment in Canada, stated that the Canadian Govern- 
ment and the vast majority of Canadians welcome foreign 
investinent, and that rigid laws controlling foreign enter- 
prise would reduce the rate of development in Canada. 
It would, however, be “good business” for the Canadian 
subsidiary of a foreign corporation “to become as Cana- 
dian as it can.” Specifically he suggested (1) wider oppor- 
tunities for Canadian participation as shareholders in 
subsidiary concerns, (2) greater opportunities for the 
advancement of Canadian technicians and executives in 
U.S.-controlled companies, (3) more information as to 
branch plant operations, and (4) the assignment of more 
export business to Canadian branches. 

The obstacles to Canadian shareholding in foreign- 
owned subsidiaries have been lessened by the recent 


change in the U.S.-Canadian tax agreement, which reduces 
from 95 per cent to 51 per cent the amount of foreign 
ownership required for a company to receive favorable 
tax treatment in respect of dividends remitted (see this 
Vews Survey, Vol. IX, p. 54). 
has not yet been ratified by the United States. 


Vail, 


. 
This agreement, however, 


source: The Globe and 


ber 16, 1956. 


Toronto Canada, Octo- 


Canadian-South African Double Taxation Agreement 


The Governments of Canada and the Union of South 
Africa have signed, but not yet ratified, an agreement to 


avoid double taxation on 


individuals and companies. 


Under the 


agreement. each country would tax income 


remitted to residents of the other. and would allow tax 


credit on income already taxed in the other country. The 


agreement does not affect the rates 


of tax on dividends 


and interest remitted from either country. 


Source: The Financial Post. Toronto. Canada. Octo- 


ber 13, 1956. 


Latin America 
Export-Import Bank Credit to Mexico 


The Export-Import Bank of Washington has author- 
ized a credit of $23.3 million to Mexico for further 
rehabilitation of its National Railways. In favor of 
Nacional Financiera, S.A., it represents the balance of 
the $150 million general line of credit authorized in 1950 
for various projects. The credit will be repayable in 
semiannual installments over a ten-year period beginning 
in June 1958. 

The credit will facilitate the purchase in the United 
States of materials, equipment, and services urgently 
needed to alleviate traffic congestion brought about by 
increased demands for service. Over the past ten years, 
some $207 million has been invested in rehabilitation of 
the National Railways, of which about $90 million has 
been provided through Export-Import Bank credits. 
The Export-Import Bank of Washington, 
Release, Washington, D.C.. October 23, 


“- 


Source: Press 


1956. 
New Monetary Measures in Peru 


In view of the large credit expansion by the commercial 
banks in Peru (13 per cent increase from January to 
August 1956) and of the greater recourse that the com- 
mercial banks have had to the Central Bank (rediscounts 
with the Central Bank increased by 33 per cent during 
the first eight months of the year), the Central Reserve 
Bank of Peru has adopted several measures designed to 
restrain monetary expansion. On September 14, the Cen- 
tral Reserve Bank established limitations on commercial 
banks’ rediscounts and raised the rate for certain re- 
discounts. Under the first measure, each bank may redis- 


count paper with the Central Bank up to a maximum of 
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75 per cent of its paid-in capital and reserves. Under the 
second measure, the present © per cent rediscount rate 
will continue to apply only to rediscounts that do not 
exceed 40 per cent of paid-in capital and reserves: a new 
rate of 8 per cent will apply to rediscounts in excess of 
40 per cent of paid-in capital and reserves of each bank. 

The Central Bank also proposed the following measures 
to the Superintendency of Banks: (1) an increase of the 
basic reserve requirements from 22 per cent against sight 
deposits and 11 per cent against time and savings deposits 
to 24 per cent and 12 per cent, respectively, to be com- 
puted on the basis of bank deposits outstanding on 
June 30. 1956; (2) unification of the marginal reserve 
requirements (75 per cent against increments of sight 
deposits and 35 per cent against increments of time and 
savings deposits recorded on November 30, 1955) into 
a single ratio of 45 per cent against increments in all bank 
deposits over and above the level recorded on June 30, 
1956: and (3) an increase of the present 10 per cent pen- 
alty charge on reserve deficiencies incurred by the com 
mercial banks, to align it with the higher rediscount rate 
and with the proposed increase in reserve requirements 
As of the end of September, the Superintendency of Banks 
had not issued regulations to implement the proposed 


measures. 


Source: Banco Central de Reserva del Peru. Boletin, 


Lima, Peru, September 1956. 


Uruguayan Exchange System 


The Uruguayan Government has decided to abandon 
efforts to establish an auction system for wool exports 
from the 1955-56 clip. To provide for an effective rate for 
wool exports. equal to that intended for wool exporters 
using the auction system, the retention percentage for 
raw wool has been increased from 10 per cent to 15 
per cent. This will provide an effective export rate for raw 
wool of Ur$1.906 per U.S. dollar at the present certificate 
market rate of Ur$4.10 per dollar. This rate represents 
a depreciation of 10 per cent from that in effect for raw 
wool before August 4. when the present exchange system 
became effective (see this News Survey, Vol. 1X. pp. 47 
and 55). 

While the decision establishing the new system indi- 
cated that imports of nonessential items in Category | 
could be imported freely through the certificate market. 
such imports still require an import license. This sug 
gests that the Uruguayan authorities believe that insuffi- 
cient foreign exchange will be provided from exports to 
finance free imports of these items. The fact that no 
regulations have yet been published for Category II 
and Category III imporis may reflect a desire on the 
part of the authorities to refuse permission to import 
any of these items in order to save foreign exchange. 

There is considerable demand in Montevideo that 
deposits of government bonds or mortgages should be 


permitted in place of the prior cash deposits established 
by the decree of August 16 (see this News 
Vol. IX, p. 71). It is argued that the new higher import 
rate for machinery (Ur$4.10 per U.S. dollar instead of 
Ur$1.90) 


Survey, 


will preclude industrial development if the 
cash position of Uruguayan industrialists is not aided 
through the elimination of the cash deposit requirement 
and a larger tax write-off for capital investment. 

Source: Economic Survey, Buenos Aires, Argentina, Sep- 
tember 11, 1956. 


Other Countries 
Australian Wool Prices 


The prices at the opening of the Australian wool sales 
in August were about 7'% per cent higher than at the close 
of the previous season, and subsequently rose by some- 
what more than 10 per cent. Industrial troubles which 
caused the cancellation of some of the September sales 
reduced the quantity immediately available, and fears 
of delayed deliveries and increased transportation costs 
as a result of the Suez dispute stimulated demand from 
some countries where commercial stocks had been al 
lowed to run down. There has been increased demand 
from Japan, which is expected to purchase 783.000 bales 
from Australia in the year ending March 31, 1957. The 
Japanese Ministry of International Trade and Industry 
has increased the allocation of foreign exchange for the 
purchase of raw wool, and it is estimated that 90 per cent 
of the wool to be bought by Japan in the sterling area 
will come from Australia. 

Proceeds from sales of wool for the three months to 
September 1956 totaled £A 48.3 million, against £A 38.4 
million in the same period a year earlier. The volume of 
wool sold was smaller than in the September quarter 
of 1955, but the average price rose to 73.82d. (Australian) 
of New South 


September 27. 


per pound, from 55.85d 


Bank 
\ otes/, 


Sources: 


Wales. Revieu 
1956. and 
Financial Review, October 18. 
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